it would avoid the expenses associated with testing subscriber trouble reports (recorded in
Account 6533 — Testing) because an end user customer’s call reporting a trouble would go to
the reseller rather than to Verizon VA. (See VZ-VA Ex. 107 at 354.)

While AT&T contends that “Verizon took . . . a position that’s very slightly to the right
of Attila the Hun where they said that if there’s any chance that this can be both used for retail
and wholesale, it’s not avoided,” ('fr. at 3741), AT&T provides precious few examples of such
allegedly extreme positions, and the examples it does cite lack merit. For example, AT&T
argues that Verizon VA will avoid advertising expenses when Verizon VA provides resale
services and that advertising expenses thus should have been counted as avoided costs.
(AT&T/WCom Ex. 10 at 9-10.) This argument assumes that Verizon VA will decrease its retail
advertising expenses as a result of losing retail customers to resellers and thus will actually avoid
some amount of advertising expense for each customer served by a reseller rather than by
Verizon VA2 But this premise is incorrect, and in fact is contrary to AT&T’s own response to
competition from MCI and Sprint in the long-distance market.2¥ As Mr. Kirchberger
acknowledged, as competition increases, a firm is likely to increase, not decrease its retail

advertising to try to win back former customers (as well as maintain existing customers. ¥ In

22 As noted above, the Eighth Circuit specifically held that the statute recognized that
incumbents would continue to provide retail service, not just wholesale service — and that only
those costs that were actually avoided by the company as a whole should be used to calculate the
resale discount. Accordingly, to the extent that Verizon VA’s provision of a wholesale service
did not decrease its retail advertising expenses, Verizon VA would not have to treat those
expenses as avoided, even though they relate to retail service. See Iowa Utils. Bd., 219 F.3d at
755.

Y gee VZ-VA Ex. 121 at 5-6; VZ-VA Ex. 122, Attachment A (AT&T/WorldCom Response
to VZ-VA XI11-10).

Y At the hearing, Mr. Kirchberger backed away from his claim on rebuttal that “a retailer

faced with a 40% reduction in market share would likely decrease its retail advertising budget”
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addition, retail advertising by Verizon VA benefits wholesale customers by stimulating demand
for telecommunications services and products generally. (See VZ-VA Ex. 122 at 42-48; VZ-VA
Ex. 121 at 5; Tr. at 3718-19.) Finally, as explained above in Part ITI, as the retail marketplace
becomes more competitive, Verizon VA also likely will increase its wholesale advertising to
capture (and maintain) wholesale customers.

AT&T also claims that Verizon VA’s avoided cost study improperly fails to treat the
expenses of providing operator services as avoided. (See AT&T/WCom Ex.10 at 18.) AT&T is
wrong. As Verizon VA explained in its testimony, when a reseller decides not to use Verizon
VA'’s operator services, it will not incur the charges forAthos‘e services. The resale discount in
that instance is already higher than the standard resale discount because both the costs and all
revenues from operator services are excluded from the resale discount calculation, producing a
higher percentage discount. To then deduct operator services costs yet again, as AT&T suggests,
would produce “double-avoidance” of the costs for the CLEC — once by not paying the charge,
and once for the improper removal of the costs from a base that already excludes them. (See
VZ-VA Ex. 121 at 7-8), |

AT&T’s other scattered criticisms of the proposed resale discount are equally
unavailing.&i’ There simply is no basis in the record to reject Verizon VA’s rate or to propose

any adjustment to that rate, and the Commission should adopt it in these proceedings.

(AT&T/WCom Ex. 10 at 9), admitting that “probably AT&T’s advertising expenses after 1984
skyrocketed once competition started.” (Tr. at 3708.)

%Y For example, AT&T suggests that Verizon VA applied the avoided cost standard

inconsistently by treating 100% of the costs in the Sales Expense account — which includes
costs of developing customer-specific proposals — as avoided but not treating as avoided other
costs for certain things that will be provided by resellers. In fact, Verizon VA will not avoid the
costs of developing customer specific proposals, because it will still perform this activity in order
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C. The Language of Section 252(d)(3) Cannot Be Disregarded in Pursuit of
AT&T’s Policy Aims.

Ultimately, lacking any principled critique of Verizon VA’s avoided costl study, AT&T
simply falls back on the argument that the resale discount must be higher in order to serve the
apparently overriding policy goal of promoting resale-based competition.2®¥ (AT&T/WCom Ex.
10 at 2, 7-8.) AT&T does not even attempt to tie this argument to the language of section
252(d)(3) — nor could it. As noted above, section 252(d)(3) requires that the rate be determined
by identifying which retail costs are actually avoided. In short, “Congress has directly spoken to
the precise question at issue.”?Z Even if the Commission were to credit AT&T’s claim that
- resale competition is not widespread because the existing resale discount does not provide
resellers a large enough profit margin — and there is no evidence to support that contention —

that would not provide a lawful basis for ignoring the statutory standard and raising the resale

to compete with the CLEC. However, because Verizon VA could not identify and back out from
the account the specific costs of customer-specific proposals, Verizon VA conservatively treated
the entire account as avoided. (See VZ-VA Ex. 121 at 8.) Likewise, AT&T’s claim that Verizon
VA should have reduced its indirect costs related to information management (Account 6724) is
incorrect. Verizon VA properly treated as avoided cerfain computer hardware expenses
associated with the work of a specific functional group that is avoided. However, information
management costs, which are related to databases and software applications used within Verizon
VA'’s data centers, are not avoided simply because certain personnel are avoided. (See VZ-VA
Ex. 121 at 10.)

2 This issue is addressed in Verizon VA’s written testimony in VZ-VA Ex. 121 at 3-4.

%V Chevron U.S.A., Inc. v. Natural Resources Defense Council, Inc., 467 U.S. 837, 842
(1984).
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discount. *“Regardless of how convincing the Commission’s policy rationales may be, the

Commission is without authority to alter congressional mandates.”28¥

2% Southwestern Bell Corp. v. FCC, 43 F.3d 1515, 1520 n.1 (D.C. Cir. 1995). In any event,

the statute clearly does not guarantee the CLEC:s a certain level of profit for reselling ILEC
services. “The purpose of the Act is to promote competition, not to favor one class of
competitors at the expense of another.” U.S. West Communications, Inc. v. Jennings, 46 F. Supp.
2d 1004, 1021 (D. Ariz. 1999); ¢f. Arkansas-Missouri § 271 Order at § 65 (“The Commission
has repeatedly stated that incumbent LECs are not required, pursuant to the requirements of
section 271, to guarantee competitors a certain profit margin.”).
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IX. CONCLUSION

For the foregoing reasons, the Commission should (1) approve Verizon VA’s cost study

methodology and inputs, as well as the costs resulting from Verizon VA’s studies; (2) reject the

MSM and the costs proposed by AT&T/WCom,; and (3) adopt the UNE rates produced by

Verizon VA'’s studies in these proceedings.
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